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January 28, 2007

Mr. Glenn Stober, Director

California Business, Transportation, and Housing Agency
980 Ninth Sireet, Suite 2450

Sacramento, CA 85814

Dear Mr. Stober:
Final Report: Agreed Upon Procedures-Nor-Cal Financial Development Corporation

The Department of Finance, Office of State Audits and Evaluations, has compileied its agreed-
upon procedures review of the Nor-Cal Financial Development Corporation (Nor-Cal FDC) in
refation to the Small Business Loan Guarantee Program and the San Francisco/Oakland Bay
Bridge Guarantee Program for the period July 1, 2004 through June 30, 2005.

Enclosed is the final report. Included in the report is additional information Nor-Cal FDC sent as
its response to our October 27, 2006 draft report and our evaluation of the documentation
provided.

in accordance with Finance's policy of increased transparency, the final report will be piaced on
the Finance website. We appreciate the assistance and cooperation of Nor-Cal FDC staff
during the review. If you have any questions regarding this report, please contact

Frances Parmelee, Manager, or Rich Hebert, Supervisor, at {916) 322.2085,
Sincerely,
Original signed by:

Diana L. Ducay, Chief
Office of State Audits and Evaluations

Enclosure
ce:  Ms. Karen Kawada, Program Analyst, California Business, Transportation, and Housing

Agency
Mr. Amnold Beilow, President, Nor-Cal Financial Development Corporation
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Mr. Glenn Stober, Direcior

California Business, Transportation, and Housing Agency
980 Ninth Street, Suite 2450

Sacramenio, CA 95814

The Department of Finance, Office of State Audits and Evaluations (Finance), performed the
nrocedures enumerated below, which were agreed to by the California Business,
Transporiation, and Housing Agency (BT&H) o assist in evaluating Nor-Cal Financial
Development Corporation’s (Nor-Cal FDC) compliance with the Small Business Loan Guarantee
Program (SBLGP} and the San Francisco/Oakland Bay Bridge Guarantee Program (Bay Bridge)
requirements. Nor-Cal FDC management is responsible for compliance with these
requirements. This review covers the period July 1, 2004 through June 30, 2005.

This agreed-upon procedures engagement was conducted in accordance with the Statements
on Standards for Attestation Engagements published by the American Institute of Certified
Public Accountants and with certain requirements applicable to the SBLGP and Bay Bridge
Program. The sufficiency of these procedures is solely the responsibility of the BT&H.
Consequently, we make no representation regarding the sufficiency of the procedures described
below either for the purpose for which this report has been requested or for any other purpose.

Background

The SBLGP was created by the Legisiature {6 encourage a lender to lend o small businesses
and farming enterprises that need additional collateralization in the form of a guarantee. The
purpose of loan guarantees is to encourage the development of small business opportunities for
minority, women, and disabled persons and to alleviate unemployment. The Legislature also
created the SBLGP to allow participation in state public works contracts by small and emerging
contractors. The Bay Bridge Program is also a state-funded loan and bond guarantee program,
but specifically designed to encourage minority participation in the construction of the new

San Francisco/Oakland Bay Bridge project. Originally set up under the California Technology,
Trade, and Commerce Agency (CTTCA) and administered by the Office of Smali Business Loan
Guarantee Program, these programs are now with the BT&H.

To implement these programs, CTTCA created a Loan Guarantee Trust Fund (Fund) to back the
guaranteas on loans to small businesses made by local lending institutions. There are 11 regional
financial development corporations, each with ifs own set of trust accounts. Under a contractual
agreement with the CTTCA, program administration and direction of certain Fund account
fransactions had been assigned fo the regional financial development corporations. Each
corporation issues guarantees on behalf of the state and manages its share of the Fund and
portfolio of outstanding guarantees.
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Procedures Performed and Findings
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a.

Yerification of Allowable Costs and Cost Allocation

Totai operational and administrative cosis reporied on monthly claims for
reimbursement were traced tc supporting documentation to determine whether ciaims
included unallowable costs under the contracts. These cosis consisted of personnel
costs, fringe benefits, rent costs, and sub-contractors/consuliants.

For the sample selected, timesheetls were reviewed for each of the authorized positions
to determine whether perscnnel costs were allowable and that the claims reflected
aciual expenses incurred for the contract periods. The total salaries claimed for the
year were also tested to determine whether the proportion of fringe benefits claimed for
the year was in agreement with the contract percentages. In addition, amounts ciaimed
and paid for rent for the period of January 2005 through May 2005 were iested io
determine whether costs were allowable. The nature of cosis claimed and paid for sub-
contractors/consultants was also examined to determine whether such cosis were
allowable under the two contracts.

As a result of performing the procedures, the following was noted:

¢« Some personnel costs were not documented or supported with timesheets.
Specifically, there were no timesheets for the President for two semi-
monthly periods. In addition, the number of hours and hourly pay
documented on the timesheets for the months of January, March, and April
2005 for a program staff do not support the amounts claimed and
reimbursed. As a result, questioned costs amount to $8,170.

s Nor-Cal FDC was unable to provide us with documentation, such as g rent
or lease agreement or canceled checks, to substantiate amounts claimed
for rent. Accordingly, we question $10,955 in claimed rent amounts.

See Finding 1 in the Findings and Recommendations section of this report for further
details regarding questioned costs for personnel and rent.

With respect to the testing of sub-contractors/consultants, a review was conducted to
determine whether such costs were allowabie under the two contracts. From the
general ledger, payments were traced to approved contracts, participation agreements,
invoices, and canceled checks for the months of August 2004 through February 2005.
For the sample selected, the costs for the first and last month of the contract periods
were also reviewed to ensure that costs were incurred within the contract periods.

During our testing, we determined that Nor-Cal FDC subcontracted with Venture Cal
LLC, a for-profit corporation, for the Bay Bridge Program. This agreement between
Nor-Cal FDC and Veniure Cal LLC was not pre-approved by BT&HM as required by the
contract. During our review, the following issues were noled:




s The Chairman of Nor-Cal FDC’s Board of Directors is a Principal Officer
and Founder of Venture Cal LLC.

e Nor-Cal FDC’s President is the Managing Director, a Principal Officer, and
Founder of Veniure Cal LLC.

e« Nor-Cal FDC's Vice-President, who is also Nor-Cal FDC's underwriter and
surety bond specialist, performed outside consulting work for Venture Cal
LLC under Nor-Cal FDC’s Bay Bridge Program contract.

Our review of the Statements of Economic interests Form 700 determined that the
Nor-Cal FDC’s Chairman did not disclose his interest in Venture Cal LLC. Although
both the Nor-Cal FDC’s President and Vice-President disclosed their financial interest
in Venture Cal LLC, neither of them disclosed their material business relationship with
Venture Cal LLC regarding the Bay Bridge Program. Specifically, Venture Cal LLC
operated under a no-bid contract with Nor-Cal LLC for consuiting costs and other
expenses pertaining to the Bay Bridge program.

It appears that there was inadequate disclosure of economic interest by the officers of
Nor-Cal FDC, and Nor-Cal FDC's agreement with Venture Cal LLC was not pre-
approved by BT&H. See Finding 2 in the Findings and Recommendations section of
this report for further details.

b. As staied above, personnel cosis were not documented or supported with timesheets.
See Finding 1 in the Findings and Recommendations section of this report for further
details.

c. The Nor-Cal FOC’s cost allocation plan was obtained in order io determine the
methodology and reasonabieness of the allocation. Timesheets for selected personnel,
invoices, and the general ledger were oblained and reviewed.

Based on the testing of timesheets for the period January through March 2005, the
underwriter/surety bond specialist, allocated oniy 44 percent of his total time to the Bay
Bridge Program sven though 60 percent of his total monthly salary was charged to the
Bay Bridge Program.

With respect to rent costs, it appeared that for January 2005, $2,806 out of a total of
$3,025 in rent was charged to the SBLGP and Bay Bridge Program, even though the
Nar-Cal FDC received revenue from other programs, such as the Port of Oakland and
the California Economic Development Lending Institute. For March 2005, the rent costs
charged to the two programs were reduced to $2,381, and further reduced to $1,431 in
May 2005.

It appears that costs were aliocated based on availability of program funds rather than a
reasonable methodology. See Finding 3 in the Findings and Recommendations section
of this report for further details.

Record Maintenance

To verify that all records are maintained, staff members were inferviewed, and the records,
general ledger, and loan guarantee program database werg inspected. Other documents
were also reviewed, such as participating agreements, o determine whether the Nor-Cal




FDC's records were kept separate from other activities unrelated to the SBLGP and the
Bay Bridge Program.

The Nor-Cal FDC maintains all records reguired by the contracts.
Collection Costs

Our objectives were to: (1) determine whether the Nor-Cal FDC correctly charged coliection
costs, and {2) if collection costs were charged, determine whether the Nor-Cal FDC paid the
out-of-pocket costs for each coliection effort with the monies received by that singie
successful collection. A review of invoices was performed and the records, general ledger,
and loan guarantee program database were inspecled.

The Nor-Cal FDC did not charge collection costs or pay out-of-pocket costs for collection
efforis.

Timely Deposit of Recovery Funds

To determine the length of time between the receipt of recoveries and when the funds are
forwarded to the state or Trustee for deposit, staff were interviewed and the following items
were reviewed:

a. Loan guarantee program database.
b. List of guarantee claims paid for defaulted loans from July 1, 2004 through

June 30, 2005.
¢c. (General ledger.

Cur review ideniified five defaulted loans for the period that were initialed and recovered by
the lenders. As a result, Nor-Cal FDC did not receive any recovery funds that needed to be
forwarded to the staie for deposit.

Accuracy and Reconciliation of Loan Guarantee Portfolio Records

Staff members were inferviewad and the loan guarantee program datsbase was reviewed 1o
determine whether loan guarantee portfolio records were accurate and reconciled with bank
records. Specifically, the loan guaraniee program database was reviewed to verify whether it
was updated when an extension is granted to a matured line of credit.

Even though reconciliations were not performed, staff communicated regularly with lenders
and received updates. In addition, the database was updated whenever an exiension was
granted to a matured line of credit.

Monitoring of Coliateral Holdings

To verify whether the Nor-Cal FDC has a system in place to monitor the continued existence
of collateral holdings, staff were interviewed, and examinations of the loan guaraniee program
database and the list of guarantee claims paid were performed. The State of California Loan
Guarantee Program Policy and Procedures Manual recommends that each FDC visit every

applicant’s place of business.
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The Nor-Cal FDC does not perform visits, but staff regularly communicate with lenders and
receive updates on loan status.

. Accounting Procedures to Prevent Double Billing

Staff members were interviewed and the accounting process was reviewed with the Nor-Cal
FDC's accountant. The general ledger and cost allccation plan were also reviewed fo
determine the separation of accounting records and process to prevent double billing.

Based on our review, the accounting procedures in place appeared adequaie to prevent
double billings.

Strengths and/or Weaknesses in Accounting Procedures

The single audit reports prepared by the Nor-Cai FDC'’s certified public accountant for the
fiscal periods ending June 30, 2004 and June 30, 2005 were reviewed to identify the
strengths and/or weaknesses in accouniing procedures.

The audit reports did not identify any significant strengths or weaknesses.

incorporation of Separation of Duties in Accounting Procedures

in order to determine if separation of duties was incorporated in the accounting procedures, the
functional organization chart was obtained and reviewed, and staff members were interviewed
regarding accounting processes and procedures.

It was noted that there were no accounting procedures manual. However, Nor-Cal FDC uses

CluickBooks Pro 2004 to manage ifs programs.

We were not engaged to and did not conduct an examination, the objective of which would be
the expression of an opinion on compliance with SBLGP and Bay Bridge Program requirements.
Accordingly, we do not express such an opinion. Had we performed additional procedures,
other matters might have come o our attention that would have been reported io you.

This report is intended solely for the information and use of BT&H, and is not intended to be and
should not be used by anyone other than the specified parties. However, this report is a matter
of public record and its disiribution is not limited.

Original signed by:

Diana L. Ducay, Chief
{ffice of State Audiis and Evailuations
(916) 322-2985

February 8, 2006




F INDINGS AND RECOMMENDATIONS

FINDING 1

Condition;

Criteria;

Recommendation:

FINDING 2

Condition:

Guestioned Claimed Costs

Some claimed costis did not have adequaie documentation, such as
timesheeis, cancelled checks, or renial agreements. Specificaily, the
following costs were not supported or calculated correctly:

= Claimed salary costs of the President were not supported by
fimesheets. Timesheets were not provided for the semi-monthly
periods ending January 13, 2005 and February 15, 2005, As a resuli,
the claimed salary costs totaling $6,096 are questioned. In addition, a
support specialist was paid at the rate of $27 per hour for 39 hours
from January through April 2005. Nor-Cal FDC billed BT&H $3,127
instead of the actual costs of $1,053 ($27 X 39 hours), resulting in
questioned costs of $2,074. In all, guestioned salary costs totaled
$8,170 for both programs.

e From January 2005 through May 2005, Nor-Cal FDC charged $781
per month in rent to the SBLGP, for a total of $3,905. In addition,
Nor-Cal FDC also charged rent in the amount of $1,500 per month
(January 2005 through April 2005), and $650 in May 2005 to the
Bay Bridge Program, for a total of $7,050. Total rent charged to both
programs was $10,955; however, Nor-Cal FDC was unable to provide
supporting documents, such as renial or lease agreemenis or
canceled checks, to substaniiate any of these claimed rent costs.
Total questioned costs for rent are $10,955.

San Francisco/Cakland Bay Bridge Contract, Exhibit B, Section 3, states
that the siate agrees fo compensaie the Nor-Cal FDC for actual
expenditures incurred in accordance with the budget line item amounts.
Payment for such expenditures by BT&M is contingent upon submission
of invoices for claimed expenditures by Nor-Cal FDC that reflects actual
expendifures.

Remit $19,125 in guestioned costs o BT&H due to inadegquate supporting
documentation for claimed costs. Final determination and resolution of
the questioned costs is to be made by BT&H.

Improper Coniracting Practices
For the Bay Bridge program, Nor-Cal FDC awarded a contract to Venture

Cai LLC, a for-profit corporation; however, this contract was not pre-
approved by BT&H. In addition, the following were noted:




Criteria:

Recommendations:;

e The Chairman of Nor-Cal FDC’s Board of Directors is a Principal
Officer and Founder of Venture Cal LLC.

» The Nor-Cal FDC's President is the Managing Director, a
Principal Officer, and Founder of Venture Cai LLC.

» The Nor-Cal FDC’s Vice-President is also its underwriter and
surety bond specialisi. The Vice-President also performed
outside consulting work under Venture Cal LLC’s Bay Bridge
coniract with Nor-Cal FDC.

We reviewed the Nor-Cal FDC’s President, Vice President, and
Chairman’s Siatementis of Economic Interest Forms (Form 700) filed with
BT&H for 2004 and 2005. Our review determined that the Nor-Cal FDC'’s
Chairman did not disclose his inferest in Venture Cal LLC. Although both
the Nor-Cal FC's President and Vice-President disciosed their financial
interest in Venture Cal LLC, neither of them disclosed their material
business relationship with Venture Cal LLC regarding the Bay Bridge
Program. Specifically, Venture Cal LL.C operated under g no-bid contract
with Nor-Cal LLC for consuiting costs and other expenses. Based on our
review of invoices and payments, Venture Cal LL.C charged Nor-Cal FDC
$26,066 for these services covered under the contract. Because the
contract did not receive prior approval from BT&H and Nor-Cat FDC
principals failed to adequately disciose their financial interests, we are
questioning the entire amount of $26,066.

The State of California Loan Guarantee Program Policy and Procedures
Manual, Section iV, siaies that all FDCs, loan commitiee members, and
Board of Directors’ members must avold conflict of interest in regard 1o
the lending or guaraniee activities of the FDC. Those persons involved in
the loan guaraniee decision-making process are required to disclose their
financial interests that may be subject to conflict of interest.

San Francisco/Cakland Bay Bridge State Bond and Line-of-Credit
Guarantee Program Contract, Exhibit D, Section 3(C), states that the
Contractor is entitled to make use of its own staff and such
subcontractors as are mutually acceptable to the Contractor and the
state. All agreements between the Contractor and the subcontractor are
subject to prior approval of the Contract Manager.

Remit questioned costs of $26,066 to BT&H for entering into a contract
that did not receive BT&H's prior approval and failing {o adeguately
disclose its officers’ economic inferest in Venture Cal LLC with respect {o
the Bay Bridge program.

Nor-Cal FDC principals should fully disclose their financial interest in any
entity that could cause a possible conflict of interest under the laws
administered by the Fair Political Practices Commission. Designated
individuals should file an amended Form 700.

Final determination and resolution of the questioned costs is to be made
by BT&H.




FINDING 3

Condition:

Criteria:

Recommendation:

Improper Cost Allocation Methodology

Nor-Cal FDC's cost allocation plan appears to allocate costs based on
availability of funds rather than on a reasonable methodoiogy. Based on
timesheets for January 2005 through March 2005, the person who served
as both the underwriter and surety bond specialist charged 44 percent of
his time fo the Bay Bridge Program. However, 60 percent of his time was
reimbursed by the Bay Bridge Program.

For January 2005, total rent costs were $3,025. However, $2,806 was
charged to the SBLGP and Bay Bridge Program even though the Nor-Cal
FDC received revenues from other programs, such as the Port of
Oakiand and the California Economic Development Lending Insiitute.
The rent was then reduced fo $2,381 in March 2005, and further reduced
to $1,431 in May 2005. This reduction appears {0 be based on the
diminishing availability of program funds rather than an aliocation of
actual costs.

Preferred business practices require that if an entity has more than one
functional program expense, cost should be reasonably aliocated among
the programs. Allocating costs in proportion to the amount of income
received from each program is a recognized method of cost aliocation.

Allocate both indirect and direct cosis reasonably among its various
programs and document the methodology.
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F omas an Recommengations

FINDING 1 Questioned Claimed Costs

Condition: Some claimed costs did not have adequale docu
fimesheats, cancelled checks, or rental agreenmn
following costs were not supported or calcuia‘iw
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Recommendation: = Remit $19,125 in quesﬁoned costs {o BT&H due foi nadequaﬁe supporting
documentation for claimed costs. Final determination and resolution of

the questioned costs is to be made by BT&H.

E



HIGWNN XO3HO

Qivd 3Lv0 TATING 3801 H01440 904

A8 TEAOYdAY

CHLVA SAVAOL

YMHANLVYNDIS SHOSIAYAS

G0/G1/C0

BRIy

YHIVA SAVAOL

HENLYNDIS HHAOTdINE

Bupus poulad 48

3/

)

H

3 N TR X

I

qExgoMm
SHNOH TYIOL

AL AYNE

LNEWIAYHYIL

HIHLO

HOIs

AVAITOH

NOILVIYA
QEYHOM SHOOH

\

—
—
N

ANy Y0 40 THOd
GAMNE0M

L
~
AY
A
k!
N

SHIOH usLile]y
GEANEOA

SHAOH {83~10W

%3

8z LT

£l 4!

vy 1z | oz | 61 81 L1

S00T ABTIGA]
A

N4 ¥ 1o | s | i P k

AVA IHT 12410

18101,

T

Mojag piouly
2104
sjeels aull], D0 1B2O-10N

12



S SN UR s cU R AR S B A N

BT (@

L J Pd N : A _,_%.na.%,;nw B mi o
Uyl ) R RS AL Q
WHENANMOEHD - QIVd ALVA ATINO ASA EJ1440 HOA

THIVA S:AVAOL T JWNNLVNDIS SHOSIANAANS ‘A8 QEAOULAY
p | |

§0°(°70
. VHENLVNDIS BHAQTING :Buipua pofssg Lug

AT 9y

SUNOH TYLOL
ALOd X¥OF
| INTWEAVINAL
3 / B L IV I ] ) gD D
‘ ___ ¥aH10.

v 50~ €7 HIVA SAVAOL |

N\%% | &1 ol ) B

SIAN

1~ AJIS

g | 3 T Cvdndu

AVOITOH

NOLLYOVA
TEII0A SHAOH
‘ ANYTIVO 40 180d

| [ ! VA ER TGN

h mmmom%s%u
2 \Nw Al [ AT A aHoAM
canop | 10| 6| @ | | |6 @ DD v |6 |@

SHNOH 1BD-10)]
- IVLOL | . stivl et et |t lory] 6 3 L 9 ¢
CP7~E A7 ¢
10y
BIIOUE SUHLT, (I (8, 3-A0N

A

T

T o~
o
s
v
e
'j-..
}.;
__:r..

$007 AMVIHETA

~ 9
- &

d0 AY{T AHL ATOULD




WAGWAN MO

HO

Qivd 21vad ATING ES HDI440 H0d

SLLVA SAVAOL

'THALVNDIS SHOSIAYALNS

2

‘AH QEAOHULLY

50 ]

HIVA SAVAOL T

TTENLYNDIS THAQTdNE

GO/GLILO
Burpus pouad Aug

)/

/)

/]

Jaxdaom
SHA0H TVLOL

ALDQ A¥nNr
LNAWIAYIYIH

HAHLO

I8

AVATIOH

NOILLVOVA

GENEOM SHOAOH
ANYTHYO 4O Ld0d

dAMEOM
SUNOH UBiLED

aavdaocsm
SHOOH (83404

1830,

1€

0t

51

-

6 8 )l

o1

§0-§1-1 Arenuep

40
AV EHL AIDHID

MO||BE Py
04

sleayg aWll Dz 180~ON

14



CHAWAN HOEHD

T AIVd ALVd CATNO HSO E01440 04

VA S AVAOL

S NLLYNOIS SHOSIANAANS

AH JIACHAY

So-/E -/ A

ST =Y

A\%zaw,mwu
- v

SAVAOL AL 77877

By
- ;\\u
ey

4 Q THHNLYNDIS REAOTIWE

TS |

50-¢¢ 10

:Buipus poLsd Ay

FTE %%

iy .y\ )

7

B F | 5

P 1

JaAHHEOM
S¥10H TY1OL

S0 )

ALNA AYAL
INAWIAYIYIH

- MIHLO

.|

OIS - }
PSIT,

AVAT'IO

NOILYJVA

¢

5 \ .\r,\

QI 0M SHN0H
ANV TIVO 40 1LH0d

LR

EEE

QHHEOM
SUIOH SusLLie])
JIE0M

15

e

#*|F

SUNOH 18D-10N

B

1€ | 0t

61 | ¢l

£l

g
D 1G)| ¢

¢l | 11 ] 01

(44

L

@

9 & 14 £ [ 1

91

§0-Te-1 AUVINVYE

40 AVA THL 31IDUID

(davys stuucg Aq) ‘AojPd pIouway

10,1

53991y SWLL (34 18D~I0N



Communications Technology Cluster, LLC

RENTAL AGREEMENT

This Rental Agreement is made September 17, 2003 between Sustainable Systems, Inc. / Communications
Technology Cluster, LLT {CTC) as Sublessor and Hor-Cal FDC Contracior Assistance Center as Sublessee
{*Subtenant”) for the rental of real properly ("Premises”) described as Sutte 243 on the second ficor of 300 Frank

H. Ogawa Plaza, Oakland, California {the “Property”).

The Premisas are o be ussed for

General Business Office Purposes

CTE and Sublenant agree as follows:

1

RENT: Subtenant agrees 1o pay rent for the Premises, the sum of $1800.66 per month, payable in
advance, on the First day of each month. Sublenant agrees fo make payments to!

Communications Technology Cluster, LLC
300 Frank M. Cgawsa Plaza, Sulte 210
Gakland, CA 54612

TERM: Rental af the Premises shall be on 2 month-fo-month basis and shal cormmence on Ooioher

1, 2003,
SECURITY ﬁEP@SW Subtenant shal depdsit with CTC the sum of $0.00 a2 a secunity deposit,

WTEREST FEES AND LM“E CHARGES: If Subtenant fails o pay when due any rent or olher
amounts or charges which Sublenant is obligated fo pay under the terms of this Agreement or olher
service agraemenis in force; the unpaid amounis shall bear interest at the maximum rale then
allowed by law. Subltenant acknowiedges that the late payment will cause CTC o lsse the use of
that money and incur cosls and expenses not contemplaled under this Agresment, including without
Hmitation, adminisirative and collection costs and processing and accounting expenses, the exact
amount of which is extremely difffcult fo ascertain. Therefore, in add:tm to interest, i payment for
any month is not recebvad by 80 by 5:00 p.m. on the seventh g? 1 day of the month, Subtenant
shall pay 2 late charge of $75.00. If the seventh (7) day of the month is on a Saturday, Sunday, or
federal, siate, city or legal holiday, then such date shall autornatically be accelerated to 5:00 pm.
Pacific Time onh the prior day which s nof 2 Salurday, Sunday, or federad, siale, cily or legal hofiday.
CYC and Subtenzant sgree that this Iale charge rapresents a ressonable estimate of such cosis and
expenses and is fair compensation fo CTC for the loss suffered from such nonpayment by
Subtenant. Acceptance of any interest or leie charge shall not constituie a walver of Subtenant's
defaull with respect o such nonpayment by Sublenant nor prevent CTC from exercising any other
righis or remedies available fo CTC under this Agreement or other service agreemsnis in force.

RENT: Rent shall include HVAC between the hours of 200 a.m. and 6:00 p.m., Menday through
Friday, eleciricity, water, sewage, rash removal, janitorial, pest conrol, real es;ate faxes and
maintenance of the buxidmg RCLUDED IN BASE

LEASE: This is subject to and subordinate in 2§ respecis fo the Lease {Exhibi% A, attached)
Subtenant agrees to be bound by and compiy with all appiicable provisions of the Lease and Master
Sublease. Notwithstanding anything in this Sublease o the contrary, Sublenant agrees that none of
the following: CTC, Sustainable Systems inc., and the City of Ozkland shall have any iiability of any
nature to Subtenant 25 s consequence of landiord’s Tailure or delay in performing #s obligations under

e [ ease.

CriDecuments and SettingsismithiLocal Sellings\Temporary intermet FlesiOULK3\Rotunds MASTER L ease.doe
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Communications Technology Cluster LLG

RENTAIL AGREEMENT

This Rental Agreement was made July 1, 2001 between Sustainable Systems Inc/Communications
Technology Cluster L1.C {CTC) as Sublessor and NOR-CAL FDC Sublessee (“Subtenant”) for the rental of real

property {("Premises”) des

cribed as Suite 248 or 158 square feet at $2.75 per month on the second floor of 300

Frank H. Ogawa Plaza, Oakland, Califomia (the “Properiy’}.

The Premises are to be used for:

General Business Office Purposes

T and Subtenant agree as follows:

1.

EACTC Rotunda Companies\NORCAL FDCWOR-CAL Rotunda Tenant New MASTER LEASE doc

RENT: Subtenant agrees to pay rent for the Premises, the sum of $425 .00 per month, payable in
advance, on the First day of each month. Subtenant agrees 1o make payments {o:

Cémmunicaﬁons Technology Cluster LEC
300 Frank H. Dgawa Plaza, Suile 210
Oalkdand, CA 94612

- TERM: Renial of the Premises is ont a month-io-month basis and commenced on July 1, 2001

SECURITY DEBQSIT: Subtenant depositéd with CTC the sum of $500.00 as a non-refundable

eamest monsey for reserving the Premises. If Subtenant does not occupy the Premises on or before

-July 1, 2001, the fee is NOT refundable. On July 1, 2001 or occupancy starfing date, whichever

comes first, this fee will be converted to a refundabie security deposit. This security deposit is not in
fieu of last month rent in the event of fermination of this lease for any reason. Subtenant also paid the
first month's rent in the amount of $508.06 and thé last month's rent in the amount of $500.8C,
totaling $1000.00 prior to July 1, 2001, at which time CTC will provide access and keys o the
Premises. Sublenant aiso paid additional deposils in the amount of $30.00 for each elecironic
access key. If subtenant fails to perform any of the terms and conditions of this Agreement, including
but not lirmited fo, the punctual payment of rent and maintenance of the Premises in good condition,
CTC shall be entiled to apply any or aff of the security deposits io the payment of past due rent,
replacement of keys, the reasonable cost of repair of any damage to the Premises of the cost of
cleaning the Premises upon fermination of the Subtenant's occupancy of the Premises. Upon
termination of Sublenant's occupancy of the Premises, CTC shall return any of the unused portions of

the security deposit {without interest} fo the Sublenant.

INTEREST FEES AND LATE CHARGES: If Subtenant fails to pay when due any rent or other
amounts or charges which Subtenant is obligated to pay under the terms of this Agreement or other
service agreements in force, the unpaid amounts shail bear inferest at the maximum rate then
allowed by law. Subfenant acknowledges that the iate payment will cause CTC to lose the use of
that money and incur costs and expenses not contemplated under this Agreement, including without
simitation, administrative and collection costs and processing and accotinting expenses, the exact
amount of which is extremely difficult to ascertain. Therefore, in addition to interest, if payment for
any month is not received by CTC by 5:00 p.m. on the seventh (7™ day of the month, Subtenant
shall pay a late charge of $75.00. If the seventh (7th) day of the month is on a Saturday, Sunday, of
federal, state, city or legal holiday, then such date shall aitomatically be accelerated {o 5:00 p.m.
Pacific Time: on the prior day which is not a Saturday, Sunday, or federal, state, ity or iegal holiday.
CTC and Subienant agree that this late charge represents a reasonable estimate of such costs and
expenses and is fair compensation to CTC for the loss suffered from such nonpayment by

Subtenant. Acceptance of any interest or late charge shall not constitute a waiver of Subtenant’s
Prnted

Thursday, June 25, 2003 g-31 Al .o
[I¥
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Communications Technology Cluster LLC

RENTAL AGREEMENT

Tris Renta!l Agreement is made June 26, 2003 between Sustainabie Systems inc/Communications

{“Premises

Technology Cluster, LLC {CTC) as Sublessor and NOR-CAL FDC {“Subtenant’} for the rental of real property

"} described as Suite 251 {745 square feet) at $2.75 per square foot per month on the second floor of

300 Frank H. Ogawa Plaza, Oakiand, California (fhe “Broperty’}.

The Premises are to be used for:

General Business Office Purposes

CTC and Subtenant agree as follows:

1.

RENT: Subtenant agrees to pay rent for the Premises, the sum of $1,600.00 per month, payable n
advance, on the First day of each month. Subtenant agrees to make payments o

Communications Technology Cluster, e
300 Frank H. Cgawa Plaza, Suite 210
Oakland, CA 94612

TERM: Rental of the Premises shali be on a month-to-month basis and shall commenée on July 1,
2003. .

T

SECURITY DEPCSIT: Subtenant shall deposit with CTC the sum of $0.00 as a securty deposit.

~E &3y &

Subtenant shall pay additional deposits in the amouni ot £30.80 for each eleclonic access key.

NTEREST FEES AND LATE CHARGES: If Sublenant fails to pay when due any rent of other
amounts or charges wiich Subtenant is obligated to pay under the terms of this Agreement or other
service agreements in force, the unpaid amounts =hall bear interest at the maximum rate then
aliowed by law. Subienant acknowledges that the late payment will cause CTC tolose the use of
that money and incur costs and expenses nct contemplated under this Agreement, including without

" limitation, administrative an collection costs and processing and acocounting expenses, the exact

6.

E:CTC Rotunda Companies\CTC leass - NOR-CAL
2003 1:11 PM

Page 1

* amount of which is extremely difficull fo ascertain. Therefore, in addition to interest,  payment for

any month is not received by CTC by 5:00 p.m. on ihe seventh {7"’) day of the monih, Sebienant
shali pay a late charge of $75.00. If the seventh {7th} day of the month is on a Saturday, Sunday, of
federal, state, city or legal holiday, then such dale chatl automatically be accelerated o 5:00 p.m.
Pacific Time on the prior day which is not a Saturday, Sunday, or sederal, state, city or legal holiday.
CTC and Subtenant agree that this late charge represents a reasonable estimate of such costs and
expenses and is fair compensation to CTC for the loss suffered from such nonpayment by
Subtenant. Acceptance of any interest o fate charge shall not constitute a waiver of Subfenant’s
default with respect to such nonpayment by Subtenant nor prevent CTC from exercising any other
rights or remedies available to CTC under this Agreement or other service agreements in force.

RENT: Reht shail include HVAC between the hours of 8:00 a.m. and 6:00 p.m,, sonday through
Friday, electricity, water, sewage. rash removal, janitorial, pest control, real estate taxes and
maintenance of the building. INCLUDED IN BASE

LEASE: This is subject to and subordinate in all respects to the Lease (Exhibil A, attached)
Subtenant agrees o be bound by and comply with ali applicable provisions of the Lease and Master
Sublease. Notwithstanding anything in this Sublease o the contrary, Subtenant agrees that none of

FDC 2.13.03 Ise.doc Printed  Thursday, June 26,
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INDINGS AND RECOMMENQ&%DNS

FINDING 1 Questioned Claimed Costs

Condition: Some claimed costs did not have adequate docug;x;
' timesheets, cancelled checks, or rental agreemgnts. 25D
following costs were not supported or caicu!a‘f% cerrat:t!y
4 7 ;g = W% 2‘%%@

s Claimed salary costs of the Presaef'ﬁnt ‘%uere%ot st poé'te ﬁy

nmesheets Timesheets we{gg no’t%rowde §or ‘ch%» semi-monthly
: :a 'lﬁ 2005. As a resul,

uec;imﬂed in addition, a

tﬁai @fiﬁgi‘ h 3$s
- %“?1%@

w‘ C charged $781
- 5. In addition,

ge?mgram for a total of $7. 950 Tﬁla? ren ;;harged to bath
fams was $10,955; hc}wever,@or{}af%[}c Was unabie fo provids
| s pcﬁﬁi’ng documents, seé has r;eggai ofjease a%;:&ements or
canceled checks, o sﬂ@siag :at& Ty ofdhese cliimed rent costs.

5 B Total ueshoned gests for Ent
e o

L é"«f %"

San Franwsco!()akiand;ﬁa
that the staie agreggﬂ tole: _ £ eﬁsatg the | Nor-Ca i FDC for actual
expenditures mcurwd ug;a rd‘ané@ with the budget line item amounis.
Payment for such expemiitéms%y BT&H is contingent upon submission

of invoices for Clatrﬁed expeﬁdltures by Nor-Cal FDC that reflects actuai
expendilures. : _

‘Recommendation: = Remit $19,125in quesiione:d costs to BT&H due to madequaﬁe supporting
documentation for claimed costs. Final determination and resolution of

the questioned costs is tc be made by BT&H.

FINDING 2 improper Contracting Pracfices

Condition: For the Bay Bridge program, Nor-Cal FDC awarded a contract fo Venture
Cal LLC, a for-profit corporation; however, this contract was not pre-
approved by BT&H. In addition, the foliowing was noled:

o~
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s The Chairman of Nor-Cal FDC's Board of Directors is a Principa
Officer and Founder of Venture Cal LLC.

e The Nor-Cal FDC's President is the Managing Direclor, a Prmcspa
Officer, and Founder of Venture Cal LLC.

s The Nor-Cal FDC's Vice-President is also its underwriter and syrety
bond specialist. The Vice-President also performed outside., §
consulting work under Venture Cal LLC's Bay Bridge contracf’:wﬂh

Nor-Cal FDC.

?i,’fa‘r!é
i

.¢ o

We reviewed the Nor-Cal FDC's F’resﬁent Vice Presaﬁentﬁg\d .
Chairman's Statements of Economic Inferest chm;s ﬁFom‘z ?@O) file ied wtih
BT&H for 2004 and 2005. Our review detergiized iha% the N@r— a% FOC's
Chairman did not disclose his interest in Vzemtum Cal: LLC ﬁ!ii oug;:l both
the Nor-Cal FDC's President and Vice Presadegi de(?fi}sed they fi nancial
interest in Venture Cal LLC, neither’ e;f*'ihem d;sc‘iose“’sihesr maienai
business relationship with Ventwe C & regardrng-ﬁhé; Bay Bridge
Program. Specifically, Ventug& Cal G t fEd unjder a no-bid contract
with Nor-Cal LLC for consuitﬁ% eogts a othemxpéﬁses Based on our
review of invoices an&ﬁ?” 5ts = Cal B
$26,066 for *hese‘,ﬁe ced cover %
contract did n&t?&ﬁeg p&%r gppr@vai from BT&H and Nor-Cal FDC
ugie

princi paIséfalied Fﬁa a

Ak e
#‘.

i’:a!@rnsa @an Lzuarantee Program Poﬁs;y and Frocedures
Eonﬁéf _,Ies that all FD\f; luaﬁ camm’ﬁ‘&e members, and
ict of i;?ﬁerest in regard 1o

m
0 me%eﬂdagg or ggarantea activities of 218 F[géi ¢ T%"ncpéfg% persons involved in

i% tE:f}e "‘E g aranlee decision-making er*ec;fsﬁgm req%;red to disclose their
f* yancmi Eﬂ?ereatw that may b b;egjgio caﬁ’ﬁmt of r@eragt

%’%ﬁ

an Francrsco/ﬁakiand B _:gﬁr;ﬁge S%e B@nd &nd Lme«af—Credzi
Fxd 5 t

Criteria:

Contractor is ent;ﬂeﬁ
subcontractors as ﬁre
state. All agyeemagts

iy ccepiab}e to the Confractor and the
_eﬁh%ﬁontmc{or and the subcontractor are
e'Lontract Manager.

Recommendations:  Remit questioned .a sﬁ of 26 066 to BT&H for entering into 2 coniract

that did not recew_f&H s prior approval and failing to adequately
disclose its offi cer&%(wnomzc inferest in Venture Cal LLC with respect io

the Bay Bridge proqram

Nor-Cal FDC principals should fully disclose their financial interest in any
entity that could cause a possible conflict of interest under the laws
administered by the Fair Political Practices Commission. Designated
individuals should file an amended Form 700.

Final determination and resolution of the questioned costs is to be made
by BT&H.
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Response to State Department of Finance Audit Findings Regarding VentureCal LLC
sub-contract work performed on CalTrans Bay Bridge Contract.

In calendar vear 1999, the Board of Directors of Nor-Cal FDC and management staff
held a two-day retreat in Aptos, California for the specific purpose of moving Nor-Cal
FDC closer towards the goal of partial self-sufficiency. In this connection, the Board of
Directors of Nor-Cal FDC directed staff to sponsor a separate for-profit entity to help
move Nor-Cal FDC in this direction. It was not until the year 2001 that the legal
structure for the for-profit entity known as VentureCal LLC was established consistent
with the discussions and subsequent board direction that took place at the 1999 retreat.

The law firm of Bay Venture Counsel LLP was given the charge of coming up with the
appropriate structure 1o create a for-profit economic development company that could
work with a wide range of financial institutions to help Nor-Cal FDC fund loan
transactions and other programs without regard to the limitations of the State Loan
Guaranty Program. In this regard, the first approach was to help Nor-Cal FDC obtain
status as a “Certified Development Entity” through the Federal Treasury in preparation
for the submittal of a formal application to obtain tax credits under the Federal Treasury

“New Markets Tax Credit” prograrm. *

The Nor-Cal FDC Board of Directors authorized the Chairperson and President of Nor-
Cal FDC to go forward in 2002 with the formal organizational framework for VentureCal
LLC to operate. In order to eliminate any corporate Hlability to Nor-Cat FDC the Board
of Nor-Cal FDC; %rgfe% gaving the Chairperson and President of Nor-Cal FDC act in
the capacity ofpartaefs in the VentureCal LLC management with ihe President of Not-
Cal FDC acting in the capacity of managing director. Both the Chairperson and President
of Nor-Cal FDIC abstained from any voting in these matters. Since Nor-Cal FDC had the
resources and VentareCal LLC did not, the Board voted to provide an interim working
capital loan that needed repayment once the new entity was financial solvent. During this
period of initial operations, the limited liability factor of VentureCal LLC rested with Mr.
Randall Martinez and Mr. Amold Bellow who were then and are now jointly and
severally liable (albeit Hmited to company liability) for repayment of auy loans or credit
extended. The first real work task of VentureCal LLC was to establish a partnership with
the investment banking firm of Bear-Stearns to pursue the financing opportunities with
the Federal Treasury that required a separate entity for administration of this highty
specialized financing program to benefit lending activities in low and moderate income
census tracts in Northern California.

As the period for submitting the first round of the “New Markets Tax Credit” program
drew near, VentureCal LLC recruited M. George McDaniel (2 former bank president) to
help put the application together for consideration under the very involved award process
used by the Federal Treasury. This highly competitive program is a national competition
among CDFI’s and CDE’s who possess the requisite experience and management to
administer these dollar-for-doliar federal tax credits to financial institutions and
institutional investors who needed such credits to offset their corporate taxable income.

N
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Unfortunately, Nor-Cal FDC was not a recipient of the two rounds of tax credits that
were subsequently awarded for more established groups in other parts of the country.

Given that experience, the Chairperson and President recommended to the Board of Nor-
Cal FDC that VentureCal LLC embark on an aggressive campaign of finding suitable
corporate and new lending partners to help Nor-Cal FDC achieve greater grant and
business opportunities in the coming years. Some of those early efforts on now
beginning to pay off in a substantial way for the enhancement of new loan products that
VentureCal LLC were facilitated and brokered by the President and Vice President of
Nor-Cal FDC over a two plus year period of time. Those new loan products and granis
arranged by VentureCal LLC for Nor-Cal FDC include a memorandum of understanding
with Lenders For Community Development to assist the smallest of small business
enterprises with up to 80 loans per year of clients that would otherwise not be serviced by
the State Loan Guarantee Program. The new loan products and assistance has also
inchided the CEDLI Loan-to-Lenders Program managed by Nor-Cal FDC with
VentureCal LLC arranging grants from Comerica Bank and HMS Host in the amount of
$150,000 to be used as a loan-loss reserve as required by this statewide bank consortium
to make loans to non-bankable smal! business enterprises. Several of these recipients
have graduated to the State Loan Guarantee Program after establishing a track record
under the CEDLI Loan-to-Lenders program as arranged by VentureCal LLC.

In addition to the above, VentureCal LLC helped Nor-Cal FDC participate in the CEDLI
Co-Lending Program thus enabling Nor-Cal FDC to access another range of capital
products for small businesses that needed larger loan amounts to finance expansion.
VentureCal LLC also helped Nor-Cal FDC obtain a contract with the Port of Cakland to
help economically disadvantaged contractors and vendors obtain confracts with the
needed financing belp of the CEDLI Loan-to-Lenders Program. Finally, WentureCal
LLC convinced a community bank to actively participate in the State of California RUST
- Program along with specialized loan financing for gas stations needing working capital
loans. '

All of this activity was done to push Nor-Cal FDC toward a greater degree of self-
sufficiency as encouraged by the then State Trade & Commerce Agency. The ,
Chairperson of Nor-Cal FDC did not receive any compensation for his efforts in this

regard and the President of Nor-Cal FDC had his compensation allocated by time on non-

state loan guarantee program administration activities.



Finding 2Z:

Condition
Nor-Cal’s FDC’s Vice-President is also its underwriter and surety bond specialists. The
Vice president also performs oufside consulting work under Venture Cal’s LLC’s Bay

Bridge contract with Nor-Cal FDC.

Response :
1) As Vice-President of Nor-Cal, my staff duties were clear in regards to underwriting

and surety bond specialists. However, the Cal Trans Bay Bridge project required more
than just underwriting and the placement of the surety bond. The other services that were
required were the business development of finding the eligible Cal Trans DBE’s and then
providing the technical assistance so that the DBE’s could present a surety package
which included: Business plan development, financial and cash flow analysis, credit

readiness and general counseling.

These above mentioned services are not included in Nor-Cal’s general scope of services
and generally contracted out. I was one of the contractor’s for Venture Cal to provide
those services. The services were billed on an hourly basis and directly linked to the

DBE.

24
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FINDING 3

Condition:

Criteria:

Recommendation:

improper Cost Allocation Methedology

Nor-Cal EDC’s cost allocation plan appears to allocate costs based on
availability of funds rather than on a reasonable methodology. Based on
timesheets for January 2005 through March 2005, the person who served
as both the underwriter and surety bond specialist charged 44 pa{gent of -
his time to the Bay Bridge Program. However, 60 perceni m" his f

reimbursed by the Bay Bridge Program.

For January 2005, fotal rent costs were $3,025. How

charged to the SBLGP and Bay Bridge Programrave it ' mj
FDC received revenues from other programsg&izch w the ngrt of%f :‘5?
Thstifide”

: uﬁ%&rﬁ%uced

ges raquire that f an Epti
' E)ene;e shouldBe reasonably allocated amcmg
: a“E;ng ms% in ;}roportxon io the amount of income

- p§gr§% {;gja réceigmzed method of cost allocation.
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Response o Findings 3

Verification of Allowable Costs/Cost Allocation

Nor-Cal FDC was unaware that this particular entity required prior written approval from
CalTrans or the former Trade & Commerce Agency for subcontracted work although we
did disclose our intent to utilize this separate entity to the former Manager of the Bay
Bridge Project in July 2003. In fact, Mr. George McDaniel was introduced as the key
point of contact for this subcontracted work through VentureCal LLC. This entity was
used in place of another private sector firm that Nor-Cal FDC intended to use buf was
1mable to negotiate an acceptable sub-contract since the compensation required by that
particular firm was nearly the entire amount of the annual contract.

The Chairperson and the President of Nor-Cal FDC agreed to manage the affairs of
VentureCal LL.C. The Chairperson receives no compensation for his efforts on behalf of
Nor-Cal FDC or VentureCal LLC. The President of Nor-Cal FDC receives compensation
from both Not-Cal FDC and VentureCal LLC that is apportioned at roughly 75% (40 brs
to the State Loan Guaranty Program and 12 to 13 hrs per week to non-state loan guaranty
functions) as part of his overall annual compensation from Nor-Cal FDC.

In short, VentureCal LLC was created to help Nor-Cal FDC expand the overall resource
base of Nor-Cal FDC in order to facilitate more financing opportunities and contract
meore small businesses than could be helped with

funding opportuniiies ostensibly to help more smail
just the State Loan Guarantee Program alone.
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L VALUATION OF §

We received Nor-Cal FDC's response to our draft report on Agreed-Upon Procedures for the
period July 1, 2004 though June 30, 2005. The response is incorporated in this report, and our
evaluation is as follows:

FINDING 1 Questioned Claimed Costs

A.

Regarding claimed salary costs of $6,096 paid to Nor-Cal FDC's President, we received
copies of the President’s fimesheets for the period in question. These timesheests were
not signed by a payroll supervisor or by the accountant who recorded costs against the
contract. Therefore, the finding remains a questioned cost.

Nor-Cal FDC did not provide documentary support for hours claimed by the support
specialist under the contract. These claimed costs total $3,127, and not the $1,053
actually paid to the specialist. Therefore $2,074 remains a questioned cost.

Nor-Cal FDC provided an unsigned copy of a rental agreement to support rent costs of
$10,955 charged against the contract. Therefore, the finding remains a questioned cost.

FINDING 2  Improper Contracting Practices

In its response, Nor-Cal FDC did not adequately address the issue raised, which was that
Nor-Cai FDC had entered into a subcontract with Venture Cal LLC without obtaining prior
written approval from BT&H. Nor-Cal FDC claims that it was unaware of the duty to
obiain pricr written approval, even though this requirement was stated in the contract.

Nor-Cal FDC further claims that in July 2003 Nor-Cal FDC disciosed its “intent to utilize
this separate entity” (Venture Cal LLC) to the former manager of the Bay Bridge project.
However, Nor-Cal FDC did not provide evidence of the circumstances of this disclosure.
Furthermore, since disclosure to the Bay Bridge manager would not satisty the
requirement of prior written approval by BT&H in the first place, the $26,066 Nor-Cal FDC
paid to Venture Cal LLC under their subcontract remains a questioned cost.

FINDING 3 Improper Cost Allocation Methodology

The Nor-Cal response did not address its cost allocation methodology. The cost
allocation method followed did not identify how rent was allocated between the SBLGP,
Bay Bridge, Port of Oakland, and other programs. Allocation of rent and other costs was
based on funds availability and not proportionally based on the workload incurred under
gach of Nor-Cal FDC’s programs.
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